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KEY ECONOMIC INDICATORS: _ NICARAGUA 


All values in millions of US dollars, unless otherwise stipulated by $ sign, and re- 
present year-end levels. 


Preliminary %Change Estimate 
Exchange Rate: US$1.00 = C$7.00 1978 78/77 1979 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices 

GDP at Constant (1958) Prices 

Per Capita GDP, Current Prices 

Gross Investment 

Construction 

Indices: 
Industrial Production (1976=100) 
Avg. Industrial Wage Mfg/yr 

Labor Force - Manufacturing (covered 
by social security system) 


MONEY AND PRICES 


Money Supply (M, ) 
Money Supply (M, ) 388 
Interest Rates “Maximum Bank Rate 14% 
Indices: 

GDP deflator (1958=100) : 237.70 


Consumer Price Index (Dec. 1974=100) : 121.92 


BALANCE OF PAYMENTS TRADE 


Official Gold §& For.Exch.Reserves (Net) Bic NA NA 
External Public Debt 891. 850. -4.54% 
Annual Debt Service 114. 101. -11.34% 
Balance of Payments -56. -233. 412 
Balance of Trade -142. JD. -O- 
Exports, FOB 636. 621. -9.8% 
U.S. Share 144.9 (22.7%) 140.6 (21.7%) -3.0% 
Imports, CIF 704.1 546. -22.5% 
U.S. Share ‘219.5 (28.8%) 178.7 (29.4%) -18.6% 
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Principal imports (c.i.f.) from the U.S. in 1977 according to official Nicaraguan data, 
were: passenger vehicles, inc. 4-wheel drive, 1129 wits, US$6.6 million, trucks and 
buses, 1170 units, US$6.2 million; chemicals for insecticides, 5,640 MT, US$12 million; 
wheat, 50,056 MT, US$8.9 million; paper and paper products, 15,878 MI, US$7.9 million; 
farm equipment, 1,035 MI, US$2.4 million; tractors, 147 units, US$4 million. 


1/ Not available 
2/ Interest rates were freed in late 1978 and in early 1979 were running about 1.6%. 





Summary and Overview: Nicaragua's long and very good record of steady growth 
was abruptly reversed in 1978 as the gross domestic product decreased by 5.5% 
in real terms. This downturn was primarily caused by strikes, civil strife 
and fighting during the last four months of the year. Short term capital 
flight had been growing since last 1977 and reached massive proportions in 
late August and early September. Banks suffered heavy withdrawals and a 
liquidity crisis and a dollar shortage quickly developed. Many people of 

all classes left the country and unemployment reached alarming levels by 
year end. Business confidence plummeted and foreign commercial banks refused 
to lend more money to the Government of Nicaragua or its autonamous agencies. 
Some economic problems existed before the political deterioration of 1978 
principally the large public debt, inefficient and regressive tax system 

and poor income distribution. Nonetheless, without political problems 1978 
would have been a good year because the harvests of cotton and coffee were 
potentially excellent. 


The Nicaraguan economy is basically strong. Its resources include a 
large amount of rich agricultural land, skilled managerial and professional 
people, a small population, a good location, apparently large geothermal 
resources and the advantage of being a member of the Central American 
Common Market. The outlook for 1979 is not very bright however, because 
no solution to Nicaragua's political problems are in sight. All of the poli- 
tically based negative elements so evident in 1978 continue to hang over the 
economy in 1979. Restrictive credit policies to be pursued by the Central 
Bank and the lack of availability of external funds will contribute to a 
practically stagnate economy in 1979. Once domestic and international 
confidence is restored in the political future of Nicaragua then the 
economic picture will brighten. 


U.S. traders and investors will want to take a longer view in their 
dealings with Nicaragua. Stronger growth rates are likely to prevail in 
the 1980's as the current economic doldrums, which limit but do not elimi- 
nate opportunity, give way to more vigorous economic activity. Although 
continued strong competition can be expected in the commercial arena from 
the Japanese and the Europeans, American products continue to enjoy a good 
reputation and be highly competitive. 


Political developments remain the key to what will happen in the eco- 
nomic sphere in Nicaragua in the near term future. The country has become 
greatly polarized in the last eighteen months. Large parts of all sectors 
and classes of Nicaraguan society are insistent on ending the more than 
forty year reign of the Somoza family. At present President Anastasio 
Somoza insists on staying in power until his present term in office ends 
in 1981. Despite domestic and international attempts at compromise no 
peaceful solution has been found. The Somoza regime has been somewhat 
isolated internationally and domestic tensions remain high. Strikes orga- 
nized by the business community are unlikely but could break out at any 
time. Continued fighting led by the more moderate faction (Terciario) of 
the Sandinist National Liberation Front is also anticipated. More radical 
groups are at work to try to take advantage of unsettled conditions and 
thus, add to the fears of those who can see no happy outcome to Nicaragua's 
political turmoil. Under these conditions of uncertainty and expectation 
the economy cannot prosper and not even international organizations nor 
foreign credit institutions can be certain that economic projections for 





even a few months ahead will prove reliable. The drop in GDP in 1978 plus 
the projections presented here for 1979 combined with an annual population 
growth rate of 3.2% mean that per capita income in Nicaragua will have fall- 
en by the end of 1979 by 12%. The social and political implications of this 
fact will be played out over the coming months. 


Foreign Trade and Payments: The merchandise trade accounts showed a surplus 
of exports over imports in 1978 but only at the cost of drastically reduced 
imports and a reversal in GDP growth. Exports decreased by 3.9% and imports 
decreased by 22.4% compared to 1977. The continued strong export perform- 
ance resulted from an excellent rainy season in which increased productivity 
in cotton and coffee offset lower acreages in cotton and lower prices for 
both products. Import demand was restricted by depressed economic conditions 
in the last quarter and by exchange controls imposed in September. Petroleum 
and derived products continued to be the biggest single item on the import 
bill. 


The outlook for 1979 is for more of the same. Exports should increase 
but only slightly (about $650 million F.0.B.). Coffee prices are likely 
to stay low, cotton prices should be strong but acreage planted will proba- 
bly be reduced slightly while meat exports in volume and price will be 
higher than in 1978 and sugar volumes and prices will remain about the same. 
Agricultural exports especially of coffee, cotton, and meat are a major 
economic activity and one of the few bright spots in the economic picture 
in 1979. Industrial exports to the Central American Common Market should 
also be about the same as in 1978 with only minor improvements. The net 
services account should improve somewhat as exchange controls limit foreign 
travel. Imports will remain greatly depressed (except perhaps for arms 
sales) compared to previous years and imports in 1979 will be about the 
same as 1978 or around $540 million. Unlike previous years the capital 
accounts both private and public will be less active and have minimal 
net impact on the balance of payments. Rumors of devaluation have circulated 
for months but the moment of maximum benefit, from the point of view of 
revenue to the government, is already past. Financial pressures will 
increase later in the year and as the dollar-cordoba rate rises on the 
parallel market the rumors and perhaps likelihood of a devaluation will 
grow apace. 


Government Revenues and Expenditures: The 1979 budget shows an increase 


of 15% over 1978 but after discounting for inflation, larger payments on 
external debt and payment of the deficit incurred in 1978, the budget for 
the new year is a reduction over the previous year. Budgeted revenues 
show a decrease from $128.8 million to $107 million but even this level 
is unlikely to be attained. For example, $30 million is listed as coming 
from an unspecified external source, presumably hard to come by commercial 
bank financing. Internal credit shows a drop from $90.6 million to $47.4 
million but the "other'' category increases from $2.4 to $60.6 million. 
This is based on repayment to the central government of debts owed it by 
autonomous agencies; this is unlikely to occur. Therefore, a resort to 
internal financing from the Central Bank is probable, as occurred in 1978 
when $70 million of emergency financing bonds were issued. Credit to 

the government increased by almost 600% in 1978. Interest and amortization 
payments as a percent of the budget have increased from 15.6% of expendi- 
tures in 1976 to 23.6% in 1979. The budget is 24.53 of projected 1979 GDP. 
Revenues are still heavily dependent on indirect taxes which account for 
$210 million as opposed to $78 million for direct taxes. 





NICARAGUA'S 
Balance of Payments 


($ million) 


Preliminary 
1978 


Current Account Balance 
Exports (FOB) 

Imports (FOB) 

Net Services 

Net Donations 

Private Capital (Net) 
Official Capital 

Loan Disbursements 
Anortizations 

Others 

Errors § Omissions 
Balance of Payments 
Change in Reserves 
Central Bank 


Commercial Banks 





External debt decreased in 1978 but the economy's ability to pay the 
debt dropped off more drastically still. The external debt of the central 
government was $851 million at the end of 1978. The amount of signed or 
contracted debt was $1.45 billion. The heavy accumulation of debt on con- 
mercial terms over the past three years especially of short and medium term 
debt is now reaching its maximum burden for the economy. Interest and 
amortization on the central government debt is $127.1 million in 1979 and 
if autonomous agencies are added in the payments reach $172 million. The 
comparable figure for 1978 was $148.4 million. This means that the debt 
service ratio will increase to 25% in 1979 up from 23.8% in 1978. The 
extreme dollar shortage in late 1978 and early 1979 meant that the GON 
was unable to meet its interest and amortization payments and reached an 
informal agreement with foreign commercial banks to get current with interest 
payments by April 1, 1979 and to roll over amortization payments until 
June when a more general rescheduling of medium term debt would be presented. 
Preliminary meetings were held in February 1979. Private sector debt to 
U.S. banks is estimated at over $250 million. 


International Reserves of the Central Bank were $54 million at year's end 
and net reserves were negative $95 million. The corresponding figures for 
the consolidated banking system are $72 million and $261 million. The change 
in reserves for the consolidated banking system for 1978 was $233.4 million 
of which $181.8 million was lost by the Central Bank. (A large part of the 
$233 million outflow is unexplained and unaccounted for.) Gross reserves 
were only slightly larger than the current account deficit and less than 
the value of one month's imports. Funds from abroad are no longer available 
to cover Nicaragua's payments deficit, therefore, development projects as 
well as economic development itself must suffer as the resource gap cannot 
be closed. International reserves can only be accumulated in 1979 through 
the current account, thus the classical strategy of demand and import re- 
straint is intended by the Government to improve its reserve position and 
the soundness not to say the credit worthiness of the financial system. 
Large amounts of short term capital flight caused the government to impose 
foreign exchange controls in September 1978 and to amplify the controls 

in November. Controls are likely to remain throughout 1979 and beyond 

and, therefore, capital flight will not be as big a drain on the balance 
of payments as in 1978. The controls are still somewhat loose and will 
probably be tightened soon, thus ending the parallel market. Some type 

of import controls or prior deposits will also be started. Also, there 
will be little or no inflow of official or private capital. Theoretically, 
an inflow of capital could take place this year as a result of foreign 
reinsurance company payments for part of the estimated $65 million of 
damages in the September fighting. This in unlikely, however, as the 
insurance companies maintain that what occured in September was sedition 
and is not covered by the insurance policies as written. Payments on the 
external debt are likely to be equal to new borrowings (refinancing of 
amortizations). The government appears to have few policy options for 
improving the balance of payments beyond stimulating exports and restrict- 
ing imports because of the limitations imposed by the political situation. 





Monetary and Financial Situation: In 1978 the Central Bank undoubtedly 
intended to restrict credit from the high levels reached in 1977 but it turn- 
ed out to be a year in which the Bank was forced to react to the economic 
implications of political events. Demonstrations and strikes occurred in 
the first two months of the year after the assassination of Pedro Joaquin 
Chamorro (opposition politician and newspaper editor). This political 
turmoil caused an increased outflow of private capital which became a flood 
in late August and early September following a guerrilla attack on the 
National Palace and fighting in five major cities. Imports continued to 
enjoy strong demand until August when a precipitous drop began. Withdrawals 
from commercial banks reached crisis proportions in late August and early 
September but partially recovered in the remainder of the year. The net 
drop in bank deposits was about $64 million and currency in the hands of the 
public increased about $26 million. Net private capital outflow for the 
year was an astounding $223 million. The Central Bank extended credit to 
the commercial banking system an estimated $96 million and further maintain- 
ed the limited liquidity of the system through leniency in requiring com- 
pliance with their reserve requirements during the last quarter. The money 
supply fluctuated throughout the year but ended the year with a growth of 
only 2.48%. The rate of inflation in the consumer price index as reported 
by the government was under 5% but the real rate is estimated by INCAE to 

be closer to a national average of about 10.5%. The government removed a 
ceiling on interest rates of 13% in order to try to attract more domestic 
and foreign funds, to efficiently allocate financial resources and to 

create a proper differential between dollar and cordoba accounts. Interest 
rates on loans were running about 16% in January 1979. 1979 will be charac- 
terized by restrictive credit policies with little investment (except in 
agriculture) and a low level of import financing. 


The government remains interested in a standby agreement with the 
International Monetary Fund and such an agreement is a sine qua non for 
further credit from foreign commercial banks. Nicaragua can draw about 
$35 million from an IMF standby if it can reach an agreement on a proper 
economic program of austerity to follow. Agreement is made difficult by 
the fact that any economic projections are subject to wide divergence if 
changes for bad or good occur in the political situation of the country. 
In addition, Nicaragua still has the possibility of drawing about $20 
million from the IMF Compensatory Financing Facility from which it with- 
drew its application in October 1978 when a postponement had been request- 
ed by the Directors. Foreign commercial bank financing of $30 to $40 
million would likely be made available to the GON once a standby agreement 
is reached, although this may not be within the near term future. 


General business conditions were somewhat uncertain but basically 
positive during the first eight months of the year. During the last four 
months business and political conditions deteriorated abruptly. Private 
investment decreased by more than half for the year. Imports and conmer- 
cial sales were running fairly strong until the last quarter when they 
dropped off sharply. The construction industry was hardest hit as about 
a quarter of the companies in the sector stopped operations and large 
numbers of workers (60 to 80%) were left unemployed. Cement sales in 1978 
dropped to 3.85 million sacks or by 27%. Sales of electric energy decreased 
only marginally to 1065 million KWH. Total hydrocarbons sales were down 
by 9% to 5.337 million barrels. Gasoline sales were 1.385 million barrels 
and sales of fuel oil 2.043 million barrels both down by 6.2% and 8.4% 


respectively. The main economic activity of the country is agriculture 
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and the export crops, as well as locally consumed basic grains, enjoyed a good 
year. For example, Nicaragua produced over 540,000 bales of cotton in 1978. 
Industrial production decreased but the industrial sector suffered less than 
the commercial sector as a large part of industry produces for the Central 
American Common Market. It was not a good year for the CACM as the border 
between Costa Rica and Nicaragua was closed various times which affected 
commercial traffic of intra-CACM goods. Costa Rica broke relations with 
Nicaragua on November 21, 1978, however, the border stayed open with the 
situation remaining somewhat uneasy because of continuous skirmishes. 


Prospects for 1979 and beyond: The Government faces the most critical poli- 
tical and economic situation to confront Nicaragua in over forty years. Po- 
litical polarization has increased radically and the chance for a peaceful 
political solution at most times seems desperately out of reach. Even a 
minimum of confidence between President Somoza and those who oppose him is 
completely lacking. Necessary reforms therefore, are very hard to achieve. 
The Government is faced with the task of convincing foreign commercial banks 
and international lending institutions that it can improve or at least 
stabilize the political-economic situation in Nicaragua over the near term. 
The same type of minimum confidence must be created to gradually entice 

the private sector to save and invest in the domestic economy. It promises 
to be a difficult task. 


There is not likely to be a dramatic turnaround in the economy in 1979. 
Real economic growth will probably be zero or very small. Political un- 
certainty and depressed economic conditions are the order of the day. Tight 
money policies of the Central Bank and exchange controls mean a lower level 
of imports and credit tightness. The only exceptions will be the agricultural 
export sector and perhaps, a few other export industries. Dollars will 
also be in short supply after the peak of the inflow of export receipts 
passes in March and April. Interest and amortization payments will continue 
to be heavy drag on the economy for several years. Such payments in 1979 
are now scheduled at $172 million of which $104 million in amortization 
payments will be partly refinanced in order to spread out the burden. 
Improvements in the efficiency and progressivity of the tax system are un- 
likely to occur in 1979. The above scenario will develop if there is no 
political change and government monetary and fiscal policies proceed as 
stated. Looking into the future toward 1980 and 1981 and assuming no poli- 
tical solution, it appears that the economy will continue to have difficul- 
ties but with some gradual improvement and modest growth rates. This 
presumes that widespread violence will not occur and that cotton farmers 
will not drastically reduce acreage when new plantings begin in May. 


Implications for the United States: Nicaragua has a very open economy 
and the legal framework for foreign investment and trade is favorable. 
There are numerous incentives offered to establishing firms and there are 
no legal impediments to the repatriation of profits (apart from exchange 
controls) nor any requirements concerning local ownership of firms. Histo- 
rically, Nicaragua has had very strong commercial and cultural ties to the 
United States. (The majority of Nicaraguans who study abroad are educated 
in the U.S.) The proximity of the U.S. and the easy availability of U.S. 
goods and services make it a natural reaction for Nicaraguans to seek out 
American products. This is especially true in the areas of machinery and 
technology-oriented goods, which require regular servicing and/or parts 
replacement. Also, the Nicaraguan cordoba is ''tied'' to the U.S. dollar 
which has devalued in recent months vis-a-vis European currencies and the 
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Japanese yen. Therefore, price is another attractive feature of U.S. 
products. 


However, the political and economic problems which the country has 
suffered during the last year have combined to cause a markedly depressed 
local market for virtually all products. Factors contributing to this 
decreased demand are the reluctance of consumers to make purchases in face 
of an uncertain economic future, high unemployment, limited liquidity in 
the local financial sector and increased taxes. The imposition of currency 
restrictions complicated import procedures and forced many Nicaraguan 
firms to delay payment to foreign suppliers. 


The Government of Nicaragua has experienced increasingly severe 
financial problems throughout the year and has been forced to cancel or 
postpone many major projects which had been scheduled for undertaking 
or which were in progress. The Government also has experienced problems 
in meeting its financial obligations to international institutions. How- 
ever, a program with the country's creditors is being worked on by the 
Central Bank which, if successful, should help alleviate this situation. 
Both the private and public sectors in Nicaragua have traditionally had 
a Close working relationship with the U.S. financial commmity. This 
close relationship is likely to continue in spite of current difficulties 
which ushered in a necessary period of adjustment and retrenchment. 


Despite present problems, the country still retains a favorable 
long-term economic outlook. Nicaragua has few population pressures and 
possesses an agricultural frontier of usable, undeveloped land. This 
bodes well for future trade in agricultural products. In fact, agro- 
chemicals was one of the few profitable industries in the country during 
last year. Another vibrant sector was the animal feed industry which 
supplies cattlemen who slaughter their animals for export to the U.S. 


The long-term economic goal of the country remains the preservation 
of the agricultural nature of the economy, but includes the superimposi- 
tion of an industrial sector on that agricultural base. Development, there- 
fore, offers future opportunities for U.S. manufacturers of such items 
as food-processing, textiles machinery, equipment for the fishing and 
meat industries, consulting services, etc. The country will also require 
an expanded and improved infrastructure and there may be a future in Nica- 
ragua for firms supplying products in the fields of aviation, energy, 
commmications, transportation, and port equipment. 


U.S. firms might do well to maintain their contacts in Nicaragua 
or to lay the ground work for future sales, so as to be at the ready when 
the Nicaraguan economy returns to normalcy. 


The Economic/Commercial Section of the American Embassy in Managua, 
and the United States Department of Commerce, through its various field 
offices throughout the U.S., are willing to provide all appropriate assist- 
ance in identifying specific trade and investment opportunities for U.S. 
companies. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
% U. S, GOVERNMENT PRINTING OFFICE: 1979—281-058/74 





When you buy your copy of the U.S. INDUSTRIAL OUTLOOK—1979. This annual 
best-seller brings you: 


Industry rankings by growth products 
Data on industry shipments in constant 
dollars—1972-76 

Average hourly earnings data by industry 
Price index data and percentage change 
Value added data 

Number of companies and establishments 
One-to-five-year real growth records for 
inter-industry comparisons 


Also included are trade and capital investment data, references for additional data, 
and a list of sources of other Federal statistics. 
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ws a 
Fass 


Dated wnnenwss 0 004s00%e8, 
ORDER FORM | enclose $ ______ (check, or money order) or charge my 


Deposit Account No. 

PLEASE SEND ME ___ COPIES OF Total amount $ 

U.S. Industrial Outlook—1979 Make check or money order payable to Superintendent of 
Documents. 

at $6.75 per copy. 


MAIL ORDER FORM 
S/N 003-008-00180-7 WITH PAYMENT TO 


Superintendent of Documents 
U.S. Government Printing Office or any U.S. Department of 
FOR USE OF SUPT. DOCS. Washington, D.C. 20402 Commerce field office 


—__Enclosed NAME 
To be mailed 
—__later 
Refund 
Coupon refund 
Postage 


COMPANY NAME 
ADDRESS 
CITY. 


(please type or print) 


” 
+ 
> 
4 
m 


ZIP CODE 
SCeeeeeeeeeeeeeeeeeeeeee eee 











